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Not too long ago an individual could visit their local drinking establishment and not
worry about how many drinks they were consuming. Along with this came the blessings of
the owner/operator because the more the customer drank, the higher the profits. The bar
owners of the past had no reason to worry about strategic pricing due to the fact that their
clientele didn't care how many $1.75 drinks they were having. The rationale was that a
customer was bound to buy more drinks if they were priced lower than the competition. To
make matters even more attractive to prospective bar owners was the fact that Driving
While Intoxicated (DWI) laws were virtually nonexistent. Dram-shop liability was
relatively new and the far reaching implications of the new law had yet to surface. To
summarize, the bar owner had it all. They were able to charge low prices to attract
customers, they had patrons spending money on countless drinks, and no strict enforced
laws to prohibit or limit this trend.
This trend would continue as long as the economy could support such behavior or
until a severe catastrophe occurred to bring this phenomenon into the forefront of public
consciousness.
In 1986, the journal Hotel and Motel Management published a report stating that
alcoholic beverage consumption had peaked (Lyke, 1986). The best the industry could
hope for would be a leveling off of sales that would then remain constant. Next, enter
tougher drinking and driving laws, the fitness movement, dram shop liability laws, and
what the industry has is declining alcoholic beverage sales.
Bar owners sought a quick-fix remedy to this new problem. The solution was to
raise drink prices. Although the number of drinks sold decreased, the price per drink
increased, so for the time-being, the problem was solved. This remedy would prove
successful as long as the economy in the United States supported such inflated prices on
discretionary income items.
As time passed by, the problem continued and owners continued to remedy falling
profit levels by increasing prices. After a while, patrons were no longer willing to pay
obscenely high prices for low quality drinks merely because the profit levels of bars were
too low. To make problems worse the economy of the United States was beginning to show
signs of weakness. The cure had now become part of the disease.
Once again the owner/operator was faced with a problem. Maintaining any type of
profit margin was becoming increasingly difficult while this trend continued. The inflated
drink prices along with the slumping economy were keeping prospective drinkers out of the
bars and taverns. Consumers were now counting how many $2.50 drinks they were having,
not only because the discretionary income wasn't available, but because in the meantime,
the DWI laws had become much more strictly enforced.
Along with the slumping economy came a new trend in consumer buying
motivation. This trend was demonstrating a consumer preference shift. While it was true
that alcohol consumption overall had peaked, some of the various kinds of alcohol being
drunk had not. Now consumers were looking toward the upper-scale, premium brands that
were previously neglected. Upon further investigation, patrons were found to be spending
the same, if not more money on the premium brands. This newly emerging trend was
surely a positive and strong
foundation around which the alcoholic beverage industry could
build its recovery.
In the present-day economy, restaurant
and tavern owners are looking for new ideas
to help stimulate sagging bar sales. Consumers are no longer willing to pay for low quality
items.
This trend has already been witnessed in the automobile industry. The mindset of the
customer today says that if a customer is choosing to spend his/her hard earned money on a
drink at their local bar/restaurant, it had better be a high quality beverage. Value and
quality are more important to people who consume alcohol ... many are drinking less, but
better quality (Scarpa, 1990). The owner/operator then has a responsibility to provide their
more discriminating customers with options that pay strict attention to quality and value.
The distilled spirit category has been hardest hit by the slumping alcoholic beverage
sales trend. The consumption of hard liquor is down, 23% since 1980 (Mariani, 1990).
This proved most devastating to individual owner/operators because distilled spirits offer
the highest profit margin among all of the beverage sales. Some margins reach as high as
87% gross profit per drink (Table 1). Restaurateurs were feeling the repercussions of
lower sales in distilled spirits more than in the other categories (beer and wine). It then
became obvious, to all involved, that this particular area must be given special attention so
as to restore profits to their past levels.
Table 1 : Distilled Spirits Ideal PricingModel
% OF Gross
Tier Type Sales Profit %
1 Well 13% 87%
2 Premium 16% 84%
3 Super-Premium 18% 82%
4 Extra-Premium 22% 78%
5 Ultra-Premium 44% 56%
While this solution seemed to be relatively easy to obtain, it proved much harder to
achieve. The initial response of the owner/operators was to lower prices and offer more
selections so as to appeal to the largest customer base possible. This approach, however,
did not solve the problem. The lowering of prices wasn't enough because the advantages of
higher quality spirits had not been identified and
realized by the customer.
Creating a tangible reward for an intangible experience was necessary. The only way to
accomplish this task was to do so through thorough training and implementation via the
staff.
The service industry must develop to the point where it puts the wants and needs of
the customer ahead of the desire for higher profits. The beauty of the preceding scenario is
that both higher profits and customer satisfaction may be accomplished simultaneously.
Today, owner/operators are faced with the realization that should they fail to take
this problem seriously, it could mean the end of their businesses. It has now become
necessary for each establishment to take a hard look at their existing pricing strategy and
determine if that strategy is complete enough to weather the existing storm. Should it prove
inadequate, they must revamp their strategy to concentrate more on the theory of selling,
and putting more emphasis on quality and value and less emphasis, at least for now, on
dollars and cents.
The owners must incorporate a strategic plan to encompass both pricing and the art
of selling. Through employee training and education, the owners may truly find that when
a strategic pricing strategy is in place, along with educated and skilled employees, the
present slump in bar sales may prove to be temporary.
Significance andNature of the Study
Restaurateurs and bar owners are constantly searching for ways to increase the sales
of those beverages that return the greater amounts of profit. Typically, those beverages are
the up-scale, ultrapremium brands that are generally priced significantly higher
than the
regular well and call liquors. This study will attempt to prove that by making the
ultrapremium brands more economically accessible, they will have a positive impact in
driving sales upward.
This study will show that the revamping of the existing tier pricing categories and the
beverages that are sold in those categories will provide an increase in sales volume as well
as profit. Should the study prove this fact, it could have a significant impact on the entire
foodservice industry. It would cause owner/operators to re-examine their present strategy
to determine if similar changes could have a positive impact on their sales and profits.
Ideally, it would lead to an industry wide shift towards providing a more accessible
alcoholic beverage.
The following is classified as developmental research using a longitudinal approach.
Two separate pricing strategies will be evaluated. The initial strategy (five tier) will be
used as the control instrument with which the new strategy (four tier) will be compared.
The study will examine monthly sales and revenue figures for the months of September
('92) - March ('93) concurrently. The data will be used to determine whether or not the
pricing strategy change had an impact on sales and profits.
Problem Statement
The decline in alcoholic beverage consumption is causing foodservice operators to
re-evaluate their existing pricing strategies in order to increase presently slumping sales and
profits. Creating more economically accessible beverages through an effective tier-pricing
strategy will stimulate sales in those
higher/highest priced categories and will in turn result
in more favorable sales and proportionately higher profits.
Purpose of the Study
The purpose of this study is to determine whether the switch in tier pricing strategies
implemented by the Hotel in Rochester, New York, had an impact on sales and revenues of
the upper tier beverages.
The study will focus primarily on those sales and revenues derived from the
recategorization of those upper tier beverages that, for the purpose of this study, were
considered economically inaccessible. The study will identify those beverages that have
been recategorized and determine the impact this change has had on overall sales of those
beverages and on the role they play in the overall profits of distilled spirit sales.
This study could aid restaurant and bar owner/operators by increasing their
awareness to the possible factors that influence distilled spirit sales. The main factor to be
considered is that of price versus value. Exposing the relationship between these two
factors may force restaurateurs to become aware of the advantages of creating more
accessible spirits. Additionally, restaurateurs may then incorporate selling/pricing strategies
to overcome the long-standing trend of declining alcohol consumption.
While this study may not solve all aspects of the distilled spirit consumption
problem, it may serve as a useful tool to cause each owner/operator to re-examine their
existing pricing strategy to determine whether it is being utilized to its fullest.
Definition of Terms
Well-Brand Liquors: Those liquors sold from behind the bar and are kept in a
"well". These liquors are typically not asked for by name
and are considered low quality and grouped in the lowest








Call-Brand Liquors: Those liquors kept on the back-bar and are typically asked
for by name. These are considered to be higher in quality








Tequila: Jose Cuervo White
Premium Brand Liquors: Those liquors sold from the back bar and considered to be
the next highest level in terms of quality. These are also
asked for by name and typically includes more options than
the previous two levels. They would be categorized in tier
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Canadian Club
Gin: Tangueray, Beefeater, Jameson Premium
Vodka: Wyborowa, Absolut, Stolichnaya
Rum: Captain Morgan Original Spiced Rum
Scotch: JohnnyWalker Red, Dewars
Tequila: Jose Cuervo Gold
Cognac: Henessy V:S.,-Gourvoisier V.S.,
MartellV.S.
Sherry/Port: Sandeman Character Sherry
Super-Premium Brand Liquors: Those liquors also sold from the back bar and are
considered to be of high quality. These are also asked for
by name and are priced higher than those found in tiers 1,
2, and 3.
Canadian: Crown Royal
Gin: Boodles British Gin
Irish: Jameson (12 year)
- 1780
Rum: Myer's Original Dark Rum, Bacardi Black
Scotch: Chivas Regal
Tequila: Jose Cuervo 1800
Cordials: Amaretto DiSaronno, Bailey's Irish Cream,
Chambord, Cointreau, Drambuie, Kahlua,
Southern Comfort
Ultra-Premium Brand Liquors: Those liquors of the highest quality and are typically the
highest priced. These are also asked for by name and
mainly consisted of
Scotch and Cognac. They would be
categorized as tier 5 in a five tier strategy.
Scotch: The Glenlivet, Royal Salute
Cognac: Martell Cordon Bleu
Back Bar: An area, typically in sight of the customer, where liquors
of higher quality are kept so as to inform the customer of
selections. Arranged by category (Vodka, Gin, Whiskey).
All liquors other than well-brands are kept in this area.
Tier Pricing: A method of pricing alcoholic beverages based upon quality
and/or price. Typically segmented into four or five tiers
dependent upon individual strategy.
Four-Tier Pricing Strategy: A pricing strategy in which all distilled spirits and cordials
are segmented into four different price ranges. Sample:
Well (tier 1), Call (tier 2), Premium (tier 3), Special
Premium (tier 4).
Five-Tier Pricing Strategy: A pricing strategy in which all distilled spirits and cordials
are segmented into five different price ranges. Sample:
Well (tier 1), Call (tier 2), Premium (tier 3), Super
Premium (tier 4), Ultra Premium (tier 5).
Dram Shop Liability: A law that allows general third party recovery of a vendor
making an illegal sale of an intoxicating beverage.
Those who sell alcoholic beverages have a duty^ not only to
the patrons they serve and the public at large to be careful
not to serve beverages in contravention of the law, but also
to their employer not to perform acts that could result in
damage awards that could force the business to be sold or
destroyed to meet judgements returned against them.
CHAPTER n
LiteratureReview
While it is understood that the steady decline in alcohol consumption began in 1980,
for the purpose of this study the chronological literature review begins with 1984 when the
actual effects were beginning to be witnessed.
Alcohol Consumption
Overall liquor consumption has been declining since 1981 (Marketing & Media
Decision, 1986). The likelihood that it will continue into the future seems probable.
Industry executives first blamed the threat of increased federal excise taxes on liquor as the
fuel to keep the decline moving. In
May,--
1984, legislation was introduced to both.
congressional committees to increase liquor taxes by as much as $3.75 per 100 proof
gallon. This news added unneeded pressure to an industry that was already experiencing
declining sales. "Congress is taking an industry that is already suffering and beating it up
more"
says Walter M. Haimann, president of Seagram Distillers Co. (Annual Liquor
Survey, 1984). According to The Distilled Spirits Council of the U.S., liquor marketers
contribute 43 billion annually to state and local governments on top of 3.9 billion in federal
consumption taxes (Annual Liquor Survey, 1984). The increase in federal excise taxes will
therefore limit or extinguish any hope of growth in the distilled spirits industry. "Taxes,
more than anything else, account for why distilled spirits are not
growing,"
states W.L.
Lyons Brown, Jr., president and CEO of Brown-Foreman Distillers Corporation (Annual
Liquor Survey, 1984).
While increased federal taxes may have accounted for a share of the decline in sales,
even as far back as 1984 it was recognized that image was a major contributing factor to the
declining sales. National awareness was shifting towards sobriety, fueled by activists
against drunk driving. Overall consumption dropped 1.5% in 1983 on top of 2.6% in 1982
(Annual Liquor Survey, 1984). The image of distilled spirits was causing at least part of
the decline in sales. As consumers turn to beverages that are perceived lighter - such as
beer and wine - distillers face the worst kind of marketing problem: increased prices for a
product with a negative image and an intensely competitive, declining market (Business
Week, 1984).
The liquor industry wanted to change its suffering image. A 1984 Seagram ad
demonstrated that "sometimes when you think you're drinking less, you may actually be
drinking
more"
(Annual Liquor Survey, 1984). This ad was aimed at the myth that liquor
contains more alcohol by content than does beer and wine. The industry applauded
Seagram's efforts but were highly suspicious of its actual influence over consumers. Alone,
this approach was inadequate in slowing the decline of distilled spirits consumption. The
challenge was not clearly understood and each company's attempt proved their inability to
adapt to the increased awareness of the public towards health and fitness. The industry has
not been able to conceptually deal with the forces of moderation (Annual Liquor Survey,
1984).
As time passed, distillers were still faced with slumping consumption, yet they had
begun to launch different types of advertising campaigns utilizing different market
strategies. The reason: liquor sales fell again for the fourth straight year (Dunkin, 1985).
While specific categories of distilled spirits had gained market share in 1984, 39 of 64
brands had lost ground since 1980. Per capita consumption over the past five years fell
10% to 1.8 gallons annually (Dunkin, 1985).
10
Conditions in 1984-1985 were certainly rough, but the addition of new legislation
promised to create even rougher times ahead. Ten states have banned or restricted "happy
hours"
,
and 23 states have laws and 14 others have legal precedents holding a liquor server
liable for accidents caused by intoxicated customers or guests (Dunkin, 1985). In June,
1984, the law was passed requiring states to raise the legal drinking age to 21 by October 1,
1987. These laws were introduced by anti-drunk driving groups, thus creating an increased
level of awareness among the communities in which many alcoholic beverage serving
establishments were operating.
The emergence of these conditions led to the
"jump-start"
of the liquor industry.
Many liquor companies began targeting the newly identified, health conscious Americans.
They also began targeting individual consumer markets that had previously gone unnoticed.
Brown-Foreman Corporation had success in promoting its Jack Daniel's TennesseeWhiskey
to women. In 1985 they made up about one-third of the brand's regular consumers
(Dunkin, 1985). This showed liquor companies that there may be a way to increase
consumption by targeting those markets that had previously gone untapped.
The liquor industry had discovered a potential way to increase sales and
consumption through advertising; however, the distilled spirit category was to have added
hurdles to overcome. Liquor marketers operate under a voluntary blackout of radio and
television advertising (Hall, 1985). Additionally, distilled beverage companies are limited
by federal law to spend only $35 on promotional displays for a single store (Hall, 1985).
Obviously companies specializing in distilled spirit sales will have a tougher battle than will
the beer and wine specialists.
The industry had realized that some good may come out of these troubled times.
Organizations then began to investigate all areas so as to uncover prospective avenues in
which they can devote efforts to help increase the presently sluggish consumption and sales
figures. In 1984, for instance, white goods outsold brown goods, in terms of volume for
the first time ever in the U.S. (Hall, 1985).
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This fact showed the trend towards
"lighter"
spirits such as vodka and rum. Businessmen
were willing to try new brands and were no longer drinking blindly. Super premium brands
are increasingly finding favor (Hall, 1985). "We feel if you're going to have less, you're
going to have the
best,"
says one marketer of a super premium (Hall, 1985).
Hotel and Motel Management (1986) published a special report discussing the state
of affairs in the alcoholic beverage consumption area. The report continued to cast dismal
forecasts on the future of distilled spirits. The report reinforced the fact that all trends were
signaling slumping sales ahead. While the report did start off as negative, it also offered
suggestions for future consumption increases. Each category of alcoholic beverages were
showing signs of growth potential. Customers were not necessarily drinking more, but they
were beginning to drink better. "There's been a general shift by consumers toward
premium
brands"
says Lisa Tate, of the Distilled Spirits Council of the United States
(DISCUS) (Lyke, 1986). This was true of each category. Imported and ultrapremium
beers were pacing the beer picture while premium
wine-by-the-glass sales were booming.
"Obviously, the shift to premium brands is a bright spot for the alcoholic beverage
industry,"
Tate says (Lyke, 1986).
The paying public was no longer adamantly against paying a little more for quality.
"People are not going for quantity anymore. They are looking for quality and different
tastes,"
says Bob Baker, beverage manager with The Westin Hotel in Seattle. According to
Baker, about 60% of alcoholic beverage sales in the hotel's restaurant and lounges are in
the premium category (Lyke, 1986).
Even though all of these positive events were taking place, industry analysts expect
the trend towards moderation to continue through the end of the century. Distilled spirits,
whiskey, vodka, gin, and cordials
will continue to be the hardest hit, dropping by some 70
million gallons of the total 100 million gallons expected to be lost in the alcoholic beverage
category (Lyke, 1986). This bad news
prompted DISCUS to seek out and implement new
marketing ideas aimed at slowing the decline.
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The general direction in which DISCUS chose to go was towards education. The
plan sought to educate the general public about alcohol equivalency. "The educated
consumer is the best
consumer,"
says Tate (Lyke, 1986). The whole idea was to convey to
the consumer that they could drink distilled spirits safely. The goal was to show that
similar servings of spirits, beer, and wine contain equal amounts of alcohol.
While these plans were being put into effect, additional changes were taking place
concerning the characteristics of the individual customer. The so-called baby-boomers were
growing up and their tastes were changing. Whether the educational campaign had caused
increased awareness of premium liquors or new fads had appeared, the consumer had
become much more discriminating. This was especially true in the distilled spirits category.
In the category of spirits, it is quite easy to tell good liquor from cheap liquor (Mariani,
1989). A new connection has been made between moderation, value and quality. Value
and quality are more important to people who consume alcohol in restaurants today than in
previous generations. They are trading up to premium liquors from budget priced well
goods even as they moderate consumption (Scarpa, 1990). Now the individual operators
needed to adapt to serve the new, highly educated and quality-seeking consumers.
The avenues each individual operator chose varied from location to location. One
popular choice was to serve only premium and super premium liquors. Proponents say that
pouring premiums provide higher profit margins,
adds luster to the image of the house, and
enhances customer satisfaction (Scarpa, 1990). Others cite the practical benefits such as
lower inventories, volume purchasing and fewer pricing errors when ringing up checks
(Scarpa, 1990). These benefits were not accepted by all, and some operators even
demonstrated apprehension. "Customers don't appreciate the difference in name-brand
liquors,"
or "Customers balk at paying another $.25 for a
highball"
(Scarpa, 1990). While
a debate remains over the success of serving only premium liquors, many establishments
have thrived on such practice.
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McGuffey's Restaurants, in Ashville, North Carolina, has realized the benefits of
emphasizing quality to its customers. "We prefer to use the premium well. We think the
customer is better off when he's drinking better. And we like to run a decent profit margin
so we can pay our employees
better."
says McGuffey's president Keith Dunn. It should be
pointed out that only two ofMcGuffey's five restaurants pour only premium liquors. This
is because in some markets, competition forces these types of establishments to follow the
discount pricing strategies of other restaurants (Scarpa, 1990). The key is to know your
niche and your customer (Scarpa, 1990).
Once an establishment has decided to use the premium well as its marketing edge,
the key is then merchandising. The individual operator must drive home the value and
quality relationship that exists when selling premium liquors. Sell customers on the quality
and value of the house's premium well drinks - don't assume they intuitively appreciate it
(Restaurant Business. 1990). Pouring premium liquors is not limited to only shots and
subtle mixers. By incorporating premium liquors into specialty drinks, an owner can
promote two things at once. Table tents, drink menus, blackboards, and cocktail napkins
all can be used to proclaim "We proudly pour
premiums."
(Scarpa, 1990). The beauty of
implementing premium wells is that it does not have to result in dramatically higher prices
and, in some cases, can and does result in highly competitive prices with those
establishments that pour regular well liquors. High volume operations may be able to price
premiums competitively with well brands by negotiating volume purchasing deals (Scarpa,
1990).
Pricing Strategies
One way to increase
sales is through the evaluation and revamping of the existing
pricing strategy of a
property. The idea is to increase customer awareness through
providing affordable drinks
through all levels of quality.
14
"When people are drinking less to begin with, you have to make it affordable for them to
experiment with new drinks and broaden their
tastes"
(Saunders, 1991). Keeping this in
mind, trends suggest that old pricing theories may not be applicable in today's
value-
conscious consumer markets. Each market may call for a unique solution, yet each is
responsible to remain profitable. "Keep your market in
mind."
(Saunders, 1991). Through
constant evaluation of one's market, an owner/operator will be able to provide what the
customer seems to be demanding.
While all the markets may differ, one variable is proving to be a necessary
ingredient: value. Value pricing is far more important for frequently ordered items, which
must be priced lower than luxury drinks (Saunders, 1991). An operator is able to drive
customers into ordering those drinks that provide high returns by pricing them in an
affordable category. The present trend indicates that consumers are drinking less, but
better, and this trend blends nicely with the value-added pricing strategy. "Go for greater
profits through quality ingredients that the consumer will recognize and pay a little extra
for"
(Saunders, 1991). High-end spirits provide high profits. "By selling a single glass of
high quality cognac, the operator can pocket more
money"
(Saunders, 1991).
Server Training / Suggestive Selling
A well known adage throughout corporate America is that a company is only as
strong as the quality of its
employees. In order to become a leader in any industry, constant
training is needed. This holds true
in the hospitality industry more than any other. By
constantly updating
employee skills, an owner/operator is ever closer to realizing optimal
performance. This is most important when incorporating an active selling program.





techniques that can increase gross revenues (Plotkin and Vitale,
1990).
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Suggestive selling allows the owner/operator and the staff the opportunity to educate
their customers while at the same time appealing to their sense of quality and value. The
best opportunity to increase profits is when the customer is indecisive about what to order.
Suggestive sales works best with customers who don't know what to order (Plotkin and
Vitale, 1990). By exposing the customer to the higher quality items, the waiter has created
the opportunity to increase profit. The owner/operator will surely benefit as will the server
(higher tips), but the industry as a whole may indeed gain the most. The customer has been
introduced to a new item that he/she may order again somewhere else. Should this prove
true, the domino effect will occur. The whole industry will benefit through higher profit
margins. The image expressed to the customer is that of quality and value without
endangering the customer through aggressive quantity selling.
Suggestive selling is not limited to word-of-mouth techniques; there are many ways
to subtly sell your customers drinks with a higher profit margin. Signature drinks are an
effective way to increase sales. The idea is to give traditional cocktails a new twist (Scarpa,
1989). By simply adding festive accompaniments or distinctive glassware, a restaurateur is
able to add perceived value without increasing cost significantly. In turn, the
owner/operator is able to charge proportionately more for the drink. Table tents are
another often used tool designed to draw the customers towards an exciting new taste.
Other forms of subtle suggestive selling are inventing folklore to accompany a specific
drink and incorporating theme drinks into the actual restaurant itself. While there are
countless ways to use suggestive selling techniques, they all have one goal in mind, to
increase profits through their sales.
All of the above programs and many countless others can be implemented without
encouraging the customer to drink more, merely better.
The bar and tavern industry may in
turn reduce its negative image by expressing to the customer that their desire for quality and
value is being achieved.
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Server training has taken on a new definition in today's restaurant industry due to
the increased responsibility the individual bar owner and their employees have for the safety
of the customer; even after they have left the premises. The main reason for this increased
dedication to server training is the emergence of stricter DWI laws and the dramatic
repercussions of Dram Shop Liability court cases. Past precedents have established
enormous financial payments should an owner/operator/employee be found guilty of
negligence or not providing reasonable duty of care. Records kept by TIPS (Training for
Intervention Procedures by Servers of Alcohol) and TAM (Techniques of Alcohol
Management), two of the leading server-training programs in the nation, show clearly that
more and more bar keepers are opting for server training to ensure their
customers'
safety
and to protect themselves from liability suits in drunk-driving cases (Saunders, 1991).
Obviously that there is a need for such training, and without it, the industry would be much
worse off.
A major crusader in the fight against DWI and DWI related accidents is Mothers
Against Drunk Driving (MADD). This group and many others like it have been
instrumental in increasing public awareness to the problems associated with drinking and
driving. The alcohol industry itself has been instrumental in the decline in drunk driving
fatalities through education. Between 1982 and 1990, the number of people killed in traffic
crashes involving drunk driving declined 15% ... (Saunders, 1991).
Dram Shop laws are another concern for bar owners and the staff. Today, 38 states
now have statutory dram shop laws. Of the remaining states, five (along with the District
of Columbia) have established alcoholic-beverage server liability in their courts under
common law. Courts in the remaining seven have so far refused to establish server liability
(Loughrin, 1991). Before long the remaining states will most likely adopt similar laws.
Coverage varies depending upon the type of establishment.
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Restaurants where the primary source of income is food will pay a lower premium than will
a bar or tavern which relies heavily upon liquor sales to drive profits. Other variables to be
weighed when determining a policy premium incude clientele, live entertainment, location,
etc.
Employee training programs are a key to combating liability concerns as well as an
answer to declining sales. Their incorporation and adherence is instrumental to achieving





An upscale, privately owned hotel, located in Rochester, New York, has been
chosen to be the primary subject to be evaluated in this study. The reason for this selection
is that the hotel has recently changed its pricing strategy and is an excellent subject to
determine the impact such a change has on sales and profits. The clientele of the hotel is
upscale leaving them less sensitive to economic factors that may contribute to lower sales
volume. Therefore, the data gathered will prove a reliable indicator to the role price has on
sales volume and price without causing concern for sales fluctuation based on economic
conditions.
Procedure
It is necessary to gather the most thorough sales data from the Hotel for the two
periods to be evaluated for the study. The specific data will be found in the form of sales
receipts via cash register. These receipts show drink price, type of alcohol (stated or
defined), and the number sold. Evaluation of this data source established the data needed to
become the
'before'
device for the study. This data showed the sales of distilled spirits in
tiers four and five under the old five-tier pricing strategy in period one (January
- June,
1991). The data provides the reader an in depth analysis of the role these spirits played in
the overall profit generation of the hotel's primary liquor serving establishment.
The data for period two was gathered and analyzed in the same way as data from
period one. The major difference is that there are only four tiers to be examined.
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The same distilled spirits are included, only now they are found in new tiers. This data base
was the
'after'
to be compared against the
'before'
to show the impact the recategorization of
distilled spirits had on sales and profit.
Scope
This study focused primarily on the sales of higher-priced, higher-quality distilled
spirits in the hotel in Rochester, New York. These spirits will be identified as those
beverages found in the upper tiers of the hotel's five tier pricing strategy. These beverages
will be evaluated based on sales volume and the role the sales of those beverages played in
the overall profit generation. The hotel initially employed a five-tier pricing strategy and the
spirits in tiers four and five are the main focus in the data analysis for period one (January
May, 1991). In January, 1992, the hotel switched to a four-tier strategy and recategorized
the spirits found in tiers four and five into tiers three and four in 1992 (Table 2). The impact
of this recategorization was studied through examination of sales receipts for period two
(January
- May, 1992) against sales receipts for period one.
Table 2: Pricing Strategies
Before
Five Tier Pricing Strategy
After
































Once the data was collected via the above tracking sheet, the data was then broken down
into the necessary components for further evaluation.
All data was double-checked against final accounting figures compiled by the hotel's
in-house accounting staff.
Limitations
The study will examine sales from Hatties, one of the hotel's primary liquor serving
operations. The data will not show any type of demographic characteristics of the clientele.
However, the point should be stated that the clientele of the hotel is of the upscale nature.
The sales figures for 1991 may be somewhat deflated due to the economy of the United
States for most of the year. However, it should also be noted that because the clientele is of
upscale means, the impact may be significantly lower than would be felt in other economic
circles.
The data was compiled daily; however, on occasion, Hatties was closed due to
special parties and other private gatherings. Therefore, the data for these days was
excluded because, due to in-house policy and accounting procedures, all sales were done
through the banquet division of the hotel. New Year's Eve was also excluded from the data
collected for two reasons; one being that the prices for each drink was dramatically raised
and out of the existing tier structure as employed daily by Hatties. The second reason the
data was excluded was because it is assumed that the volume of sales for that occasion are
significantly higher than
normal sales and would therefore skew the data, creating invalid
conclusions. The volume disparity was so great that if included, it would surely lead to
inaccurate findings. However, the actual sales figures for New York's Eve are included in
a separate appendix to illustrate to the reader the abnormally higher sales volume as
described previously.
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Since the data was collected was during the winter months as well as during the
holiday season, sales of distilled spirits will more than likely be higher than normal, but the
data's significance may be at its most critical during this season as well. The majority of
the bar's revenue is generated during this season making the data in this paper most
significant. While seasonality is an important factor, it is not a major concern.
The purpose of this study is to evaluate the effect the tier pricing change had on
volume and sales. Therefore, this study does not concentrate on brand loyalty or those
types of distilled spirits being sold. Each type of distilled spirit is represented in each tier
in nearly equal amounts. While some weight is to be given to those beverages with more
representation in each tier, the point must again be pointed out that this project revolves
around the effect on volume and sales in each tier and not brands and types of spirits sold.
NullHypothesis
A liquor serving establishment will always sell the same volume of distilled spirits
regardless of price or quality.
Instrumentation
The raw data collected is a composition of actual sales figures from Hatties during
the last three months of 1991 and the first three months of 1992. Each drink sold is broken
down by price based upon the established tier pricing
structure implemented by Hatties.
Since the computer tracking system is precise enough to show actual volume of each
category, the majority of findings
will center around a cause and effect relationship based
upon each category before and
after the tier pricing switch. The majority of data will focus
upon: volume in each category; daily average sales of each category; and the revenue
generated from both the present system and the past system.
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The basis for the conclusions and recommendations will be the potential revenue lost or
gained in each category as well as the total revenue change caused by the switch in pricing
strategies. All conclusions will be based on whether or not the change had a positive effect
on revenue generated solely from the sales of distilled beverages in each of the tiered
categories.
Field Procedure
All data collected was done so from examination of past sales receipts stored daily
by cash register receipt. Since the data used is already available, this collection was quite
simple and easy to access. It is safe to assume that all information is correct because each
day's receipts were balanced via the night auditor and the information was used for overall
accounting purposes within the hotel.
The raw data was collected manually and transferred to a standard recording sheet
devised by the writer (see Table 3).

































The data collected for this project is daily information generated, in some form or
other, in every bar across the country. The interesting point to be made is that not too
many of these bars use this information wisely. Through simple collection and evaluation,
the effect of certain changes on the revenue stream of a bar can be easily determined. In
this case, when Hatties changed their pricing strategy from five tier to four tier, there was
an obvious impact. The evaluation done in this project targets one variable, it does show,




Once the data was collected, it was broken down into its simplest form. The daily
volume and sales figures were added to get monthly totals for both volume and sales (in
dollars). This can be seen by looking at Table 4 and Table 5. These two charts show the
impact of the tier pricing switch that took place in December, 1991. Table 5 dramatically
shows the impact of the elimination of tier 5 and the redistribution of the drinks originally
sold in that category. Table 4 shows the impact (in dollars) the tier pricing change had in
each tier on gross sales. These two charts act as a precursor to Table 6 and Table 7 which
simplifies the monthly data into daily data.
While the impact of the tier switch is evident in both Table 4 and Table 5, it
becomes even clearer inTable 6-and Table 7;^
^^ir'
Table 6 represents the average number of drinks sold each day in each tier. Looking
at the chart, no real change can be seen in tier 1 and tier 2. The changes are most dramatic
concerning tiers 3 and 4 under the new system. Before the change,
tier 3 ($4.40 and $4.20)
averaged 11.5 drinks per day and increased to 33.5 drinks per day after the change. Also,
tier 4 ($4.80) went from 21.5 drinks per day to 12 drinks sold per day after the change.
tier 5 ($5.80) under the old system, was eliminated and the drinks sold in that category
were dissolved into tiers 3 and 4 under the new system. Some spillage went into tier 2,
representing an increase of 1.5
drinks per day. From this data, the elimination of tier 5 can
be assumed to be the major, not the sole, cause of this change.
Upon closer examination of Tables 5 and 6, it becomes obvious that the elimination
of tier 5 had a direct impact on the sales revenue generated by tier 3. This added revenue
in tier 3 is misleading. The increase in drinks sold (volume) does not make up for the
dollar losses incurred by the elimination of tier 5.
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Therefore, the trickling-down of sales volume had a negative effect on overall revenue. In
fact, an assumption might be that the recategorization of beverages, more specifically each
brand, caused the increase in volume in tier 3.
tier 4 shows a decrease in volume and revenue which reinforces the theory that
brand loyalty has had an effect on the increase in sales of tier 3. Further thought leads to
the conclusion that tier 5 (old system) beverages were moved into tier 4 (new) and to make
room for this shift, tier 4 (old) was moved into tier 3 (new). The repercussions of this shift
is two-fold. Hatties is now getting less revenue from each category than if the change
hadn't taken place. Now, they are selling more drinks at $4.80, which returns less profits
than if these same drinks were sold in tier 4 at $5.20. The same is true of the relationship
between tier 4 and tier 5.
Since Table 6 evaluates the change in volume, the next step is to show this change in
terms of sales (in dollars). Table 7 shows the daily revenue generated in each tier under
both the new system and the old system. This table clearly shows the real impact, in
dollars, the tier pricing change had on Hatties each day. The elimination of tier 5 caused a
daily loss of $34.00 which calculates over a one year period to be $12,600.00. Therefore
the conclusion is that the tier pricing switch had a negative effect on revenue and ultimately
net profits.
In the bar industry, the higher priced distilled spirits typically return the greatest
percentage of profit. Hatties operates under an 18% beverage cost across the board making
this even more true. The chart below shows the actual net profits generated, per drink, in
each category.
TlERl Tier 2 Tier 3 Tier 4 Tier 5
(Price) 3.90 4.20 4.80 5.20 5.80
(Cost %) x .18 x .18 x .18 x .18 x .18
(Net) 3.20 3.44 3.94 4.26 4.76
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Obviously the most profitable drinks are those found in the higher priced categories.
Eliminating tier 5 had an enormous effect on the revenue stream at Hatties. The greatest
number of drinks were not sold from this category, however evidence suggests that the
greatest profits were derived from this category. When calculated, the loss of tier 5
resulted in a greater loss than the increases in each category.
The tier pricing switch which was implemented by Hatties resulted in a negative
























October 91 $2480 $790 $760 $3530 $3030 $10,590
November 91 $2850 $920 $2560 $3140 $2560 $12,030
December 91 $2660 $1030 $5130 $1900 * $10,720
January 92 $2320 $1220 $4360 $1690
* $9,590
February 92 $2810 $820 $5430 $1940
* $11,000
March 92 $2500 $1020 $3770 $1660
* $8,950
Total $62,880
* Tier 5 eliminated November 30, 1991.






















October 91 637 180 159 678 522
November 91 732 210 534 604 422
December 91 683 236 1069 366 *
January 92 596 291 908 325
*
February 92 721 195 1132 374
*
March 92 642 243 786 319
*
* Tier 5 eliminated November 30, 1991.






















October 91 22 6 5 23 18
November 91 24 7 18 20 15






January 92 20 10 30 11
*
February 92 26 7 40 13
*
March 92 21 8 25 10
*
* Tier 5 eliminated November 30, 1991.































. $89.70,.. .-.$33.60- $160.80 $62.40
* $347.00
* Tier 5 eliminated November 30, 1991.
New Year's sales not included in data.
Overall Conclusion: The Five Tier System generated an average of $34.00 / day more
than the Four Tier System. Extrapolated over a year, the Five Tier





Upon examination of the data collected and its analysis, one must conclude that the
switch in tier pricing strategies employed by Hatties was unnecessary and resulted in a loss
of revenue. While Hatties did experience a growth in the volume of sales in tier 4 ($4.80),
it was not enough to make up for the loss of the revenue generated in tier 5. Hatties must
reexamine this change and take the necessary steps to restore, either fully or partially,
revenue to the former levels.
This study has demonstrated that the tier pricing change has had a negative effect on
revenue. A suitable recomendation to help the hotel restore sales and revenue to previous
levels would be to change to a one premium price strategy for all beverages. In other
words, become a premium spirits serving establishment. The implementation -of the
proposed "Premium
Well"
pricing strategy would increase revenue and bring sales nearly








Old System Present Proposed
(5 Tier) (4 Tier) (Premium Weill
$139,065.00 $126,472.50 $133,152.00
The effect of the
"premium-well"
would also be felt in the areas of inventory and
cost control. Since inventory would be dramatically lowered, through the elimination of
well and call spirits, better cost control would result.
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Proponents say that pouring premiums provides a high profit margin, adds luster to
the image of the house, and enhances customer satisfaction. Other arguments in favor of
the premium well bring up practical benefits: reduced inventory, volume purchasing, and
fewer pricing errors when ringing up checks (Scarpa, 1990). The shift to a
premium-well
would also drive home the value-added massage to customers. Through marketing and
merchandising, an establishment can distinguish itself away from average liquor serving
establishments while at the same time expressing to the customers that they have a desire to
serve them the best quality spirits. Implementing the
premium-well does not necessarily
mean substantially higher prices. High-volume operators may be able to price premiums
competitively with well brands by negotiating volume purchasing deals (Scarpa, 1990).
It appears that Hatties may indeed be approaching a
"premium-well" strategy.
Eventually, it will become necessary to evaluate whether Hatties is realizing appropriate
revenues. In order for Hatties to generate enough revenue to support the elimination of tier
5, it will have to raise prices in each of the tiers. Should this occur, then Hatties has
returned to the old solution of raising prices to combat low volume sales. This, as
mentioned earlier, is part of the problem and will not result in increased revenue.
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